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1 Witness ldentification

2 Q. Please state your name and business address.

3 A My name is Thomas L. Griffin. My business address is 160 N. LaSalle St.

4 Chicago, lllinois 60601.
s Q. By whom are you employed and in what capacity?

6 A I am a supervisor in the Accounting Department of the Financial Analysis Division of

7 the MNlinois Commerce Commission (“Commission”).
s Q. Please describe your qualifications.

s A For sixteen years prior to my employment with the Commission, | served private
10 industry in various capacities, ranging from Staff Accounting positions to Manager

1 of Accounting and encompassing all areas of accounting and internal auditing.

12 Since joining the Commission’s Accounting Department in 1978 | have participated
13 in or supervised the accounting activity in cases involving gas, electric, telephone
14 and water utilities as well as cases involving companies in the transportation
15 industry.

16 | have a degree in Business Administration with a concentration in Accounting from
17 Governors State University and a degree in Advanced Accounting from

18 International Accountants.
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What is the function of the Accounting Department of the lllinois Commerce

Commission?

The Department's function is to monitor the financial condition of public utilities as
part of the Commission’s responsibilities under Article |V of the Public Utilities Act
(Act) (220 ILCS 5/4-101, et seq.) and to provide accounting expertise on matters

before the Commission.

Have you previously testified before this Commission?

Yes, | have testified in numerous cases before the lllinois Commerce Commission.
| have also testified as an expert accounting witness before the Circuit Courts in

Rock Isiand, lllinois and Chicago, illinois.
What are your responsibilities in this case?

| have been assigned to this case by the Manager of the Accounting Department of
the Commission. | am to review Utilities, Inc. {Holiday Hills or Company) petition to
purchase Community Service Corporation and merge CSC into Holiday hills and
other relief. | am also to review the filed testimony, analyze the underlying data

and make recommendations where appropriate.
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Purpose of Testimony

Q. What is the purpose of your testimony in this proceeding?

A. The purpose of my testimony is to address the Applicants’ compliance with
Sections 7-204(b)(2), 7-204(b){(3) and 7-204(b)(7} of the Act. | will also address
their treatment of savings and costs associated with the proposed merger pursuant
to Sec.7-204(c). In addition | will address their request for Commission approval
for Holiday Hills Utilities, Inc. to enter into a service contract with Water Service

Corp., an affiliated company.

Compliance with Section 7-204(b}(2)

Q. Describe the requirements of Sec. 7-204(b)(2).

A. Sec. 7-204(b)(2) states that, to approve any proposed reorganization, the
Commission must find that the proposed reorganization will not result in the

unjustified subsidization of non-utility activities by the utility or its customers.

Q. Is the Joint Petitioners proposed reorganization in compliance with Sect. 7-

204(b){2)?
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Yes, In their Petition (page 5) the Joint Petitioners state that the proposed
reorganization will not result in the unjustified subsidization of non-utility activities by
Holiday Hills Utilities, inc. or its customers. | agree that none of Community
Service Corps’ assets are utilized in non-utility activity. Thus, | recommend that the
Commission find that the proposed reorganization will not result in the unjustified
subsidization on non-utility activities by the utility or its customers in compliance

with Section 7-204(b)(2).

Compliance with Section 7-204(b}(3)

Q.

Describe the requirements of Sec. 7-204(b)(3).

Sec. 7-204(b)(3) states that, to approve any proposed reorganization, the
Commission must find that costs and facilities are fairly and reasonably allocated
between utility and non-utility activities in such a manner that the Commission may
identify those costs and facilities which are properly included by the utility for rate

making purposes.

Is the Joint Petitioners proposed reorganization in compliance with Sect. 7-

204(b)(3)?

Yes, to the extent that there would be any costs associated with non-utility
activities, the company has allocation procedures that would serve as a reasonable

means to guard against unjustified subsidization of non-utility activities. Thus, 1
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recommend that the Commission find that costs and facilities are fairly and
reasonably allocated between utility and non-utility activities in such a manner that
the Commission may identify those costs and facilities which are properly included

by the utility for ratemaking purposes in compliance with Section 7-204(b)(3).

Compliance with Section 7-204(b)}(7)

Q.

Describe the requirements of Sec. 7-204(b)(7).

Sec. 7-204(b)(7) states that, to approve any proposed reorganization, the
Commission must find that the proposed recorganization is not likely to result in any

adverse rate impacts on retail customers.

Is the Joint Petitioners proposed reorganization in compliance with Sect. 7-

204(b)(7)?

Yes, | agree with Staff Witness King that there would be no adverse rate impact
due to the merger. Through the review of data request responses from the
Petitioners, | have concluded that cost reductions resulting from the merger that
would be realized by ratepayers in future rate proceedings would exceed any
additional cost to be realized by ratepayers in a future rate proceeding. Rates will
most likely increase in the future due to needed improvements to the system which

are discussed by Ms. Nicolas and Mr. King in their testimonies. However, since

Mr. King agrees that these improvements would need to be made regardless of |
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who owns the utility, this would not constitute an adverse rate impact on customers
due to the merger. Thus, | recommend that the Commission find that the proposed
reorganization is not likely to result in any adverse rate impacts on retail customers

in compliance with Section 7-204(b)(7).

Compliance with Section 7-204(c)

Q.

Describe the requirements of Sec. 7-204(c).

Sec. 7-204(c) states that, the Commission shall not approve a reorganization
without ruling on (i) the allocation of any savings resulting from the proposed
reorganization; and (i) whether the companies should be allowed to recover any
costs incurred in accomplishing the proposed reorganization and, if so, the amount

of costs eligible for recovery and how the costs will be allocated.

Have the Joint Petitioners addressed Sec. 7-204(c) of the Public Utilities Act

in their testimony?

No. | obtained the company's position through data request responses to Staff

data requests.

What is the company’s position with regard to savings resuilting from the

proposed reorganization?
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In response to a data request, the Joint Petitioners indicated that there would be
savings in a number of expense categories, especially for insurance and rent
expense. The Joint Petitioners also indicated that any cost savings that result from
the merger will be passed on to rate payers in future rate cases. 1 agree with their .
position. It is appropriate for future rates to reflect only future costs. Therefore,
fture revenue requirements should not be increased in order to enable the
Company to retain any portion of the savings resulting from the merger. Future
revenue requirements should continue to be based upon the reasonable and
prudent costs incurred by the ulility to provide service to its customers. |
recommend that the Commissions’ Order find that any cost savings resulting from

the merger should not increase the revenue requirement in future rate filings.
What is the Company’s position with regard to merger costs?

In response to a data request, the Joint Applicants indicated that the total cost of
the merger is estimated to be $7,000 and will be incurred to meet the necessary
cost of incorporation and regulatory approvals. The company responded that the
intention is to charge the costs to Account 301, “Organization Expense” and be

included in the company's rate base in future filings.

Do you agree with the Joint Petitioner’s treatment of merger costs, which

was stated in response to your data request?
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No. Recent Commission Orders, which have been entered after the adoption of
Sec. 7-204(c) effective December 16, 1997, have identified this type of merger
costs as a “transactions cost” and have disallowed recovery of “transactions costs”

from ratepayers. The Commission has disaliowed these "transactions costs” in the

following dockets:

98-0545 and 98-0546 - the merger of CIPS and UE into Ameren;

99-0121 -the rate determination of AmerenCIPS and AmerenUE for unbundied non
residential delivery services;

98-0555 - the merger of SBC and Ameritech;

98-0866 - the merger of GTE and Bell Atlantic;

99-0418 - the merger of lllinois American Water and Nortl.1em. lllinois Water; and
99-0457 - the merger of lllinois American Water and United Water Company.

Therefore, | recommend that the entire cost incurred to affect the merger be

charged to Account 426, Miscellaneous Non-Ulility Expenses.”

Describe the proposed rate making treatment of the acquisition adjustment.

The Joint Petitioners expect an acquisition adjustment resulting from the merger to
total approximately $20,225. They intend to record the acquisition adjustment in
Account 114, “Utility Plant Acquisition Adjustments” and amortize the adjustment
below-the-line to Account 426, “Miscellaneous Non-Utility Expenses” over 50 years

and not include any unamortized portion in rate base. | support this treatment. |
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146 recommend that the Commission order conciude that the acquisition adjustment
147 should be recorded in Account 114, “Utility Plant Acquisition Adjustments”, and be
148 amortized below the line to Account 426, “Miscellaneous Non-Utility Expenses” over
149 50 years.

150 Q. Please summarize your recommendations regarding the requirements of

151 Section 7-204(c).

12 A | recommend that the Commission find the following in compliance with Section 7-
153 204(c):

154 » Any cost savings resulting from the merger should not increase the revenue
155 requirement in future rate filings;

156 e The cost incurred to affect the merger be charged to Account 426,
157 “Miscellaneous Non-Utility Expenses”™; and

158 » The acquisition adjustment should be recorded in Account 114, “Utility Plant
159 Acquisition Adjustments”, and be amorized below the line to Account 426,
160 “Miscellaneous Non-Ultility Expenses”, over 50 years.

161 Request for Approval of an Affiliated Service Contract
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12 Q. Do you support the Joint Petitioners’ request for Holiday Hills Utilities, Inc.

163 to enter into a service contract with Water Service Corp., an affiliated
164 interest?

165 A Yes, all of Ulilities, Inc.’s lllinois Utility subsidiaries have such a service contract
166 with Water Services Corp. Various administrative costs are allocated to utilities for
167 services performed by Water Services. During each prospective rate case, Staff
168 would review the allocations for appropriateness. | recommend that the
169 Commission approve the service contract between Holiday Hills Utilities and Water
170 Services Corp.

m Other Recommendations

m Q. Do you have any other recommendations?

;A I recommend that the Commission order the Company to comptly with Paragraph B
174 of the instruction to Account 104, “Utility Plant Purchased or Sold” of the Uniform
175 System of Accounts for Water Utilities (83 Ill. Adm. Code 605), and require the
176 Petitioners to file with the Commission, and a copy to the Manager of the
177 Accounting Department, the journal entries to clear from this account the amounts

178 recorded therein.

10
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I also recommend that the Commission Order require Community Service
Corporation file its annual report to the Commission (Form 22 ILCC) for the year

2000.

Summary

Q.

Please Summarize your findings and recommendations.

1) that the Commission find that the proposed reorganization wilt not result in the
unjustified subsidization of non-utility activities by the utility or its customers in

compliance with Section 7-204(b)(2);

2) that the Commission find that costs and facilities are fairly and reasonably
allocated between utility and non-utility activities in such a manner that the
Commission may identify those costs and facilities which are properly included

by the utility for ratemaking purposes in compliance with Section 7-204(b)(3);

3) that the Commission find that the proposed reorganization is not likely to result
in any adverse rate impacts on retail customers in compliance with Section 7-

204(b)(7);

" 4) that the Commission order that any cost savings resulting from the merger

should not increase the revenue requirement in future rate filings in compliance

with Section 7-204(c)(i);
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that the Commission order that the cost incurred to affect the merger be

charged to Account 426, Miscellaneous Non-Utility Expenses, in compliance

with Section 7-204(c)(ii);

that the Commission order that the acquisition adjustment should be recorded in
Account 114, Utility Plant Acquisition Adjustments, and be amortized below the
line to Account 426, Miscellaneous Non-Utility Expenses, over 50 years in

compliance with Section 7-204(c)(ii);

the Commission approve the service contract between Holiday Hills Utilities and

Water Services Corp;

that the Commission order the Company to comply with Paragraph B of the
instruction to Account 104, “Utility Plant Purchased or Sold” of the Uniform
System of Accounts for Water Utilities (83 Ili. Adm. Code 605), and require the
Petitioners to file with the Commission, and a copy to the Manager of the

Accounting Department, the journal entries to clear from this account the

amounts recorded therein; and

that the Commission order require Community Service Corporation to file its

annual report to the Commission (Form 22 iILCC) for the year 2000.

Does this conclude your testimony?

12
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215 Al Yes, it does.

13



Community Service Corporation

Application for (1) authorization to carry out the
terms of a Purchase Agreement between:
Utilities, Inc. and Community Service Corpora-
tion providing for the acquisition by the former

of alt of the assets of the latter {2) cancellation

of the Certificate of Public Convenience and

and Necessity currently held by Community
Service Corporation and authorization for it to

for it to abandon its public utility business
issuance to Holiday Hills Utilities of a certificate

of Public Convenience and Necessity for the :
properties and assets to be transferred to it : 00-0763
under the Purchase agreement and the service :
area currently served by Community Service
Corporation; (4} authorization for Holiday Hills
Utilities, Inc. to adopr for the service area
presently served by Community Service
Corporation, the rates, rules and regulations
presently applicable in that area; (5) authoriza-
tion for Holiday Hills Utilities, Inc. to enter into a
service contrast with Water Service Corp., a
subsidiary of Utilities, Inc., for the fumishing of
certain administrative, engineering, operating,
accounting, legal, construction, billing, and
customer relations services by Water Service
Corporation.

CERTIFICATE OF SERVICE

1 do hereby certify that copies of Direct Testimony of Tom Griffin, Roy King and Michael McNally, of the
Financial Analysis Division, were served upon the parties on the aftached service list by first class mall,
proper postage prepaid, on the 8" day of February, 2001.

Scott A. Struck
Supervisor
Accounting Department
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